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KEY ECONOMIC INDICATORS -- HUNGARY 


Item 


National Income 
Industrial Output 
Agricultural Output 
Real Per Capita Income 


Real Percentage Change Compared to Previous Year 


Official Consumer Price Index 
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Net National Income 


(Current prices; billion Fts) 
Socialist Sector Investments 

(Current prices; billion Fts) 
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Coal Production (mill. tons) 

Crude Oil Production (mill. tons) 
Crude Oil Imports (mill. tons) 
Natural Gas Production (mill. cu.m.) 
Natural Gas Imports (mill. cu.m.) 
Bauxite Exports (thous. tons) 

Wheat Exports (thous. tons) 


Corn Exports (thous. tons) 


Iron Ore Imports (mill. tons) 
Stock of Automobiles (thousands) 


Population (millions) 
Tourists Visiting Hungary 


(mill.)+ 


Ruble Exports (mill. rubles FOB) ** 
Ruble Imports (mill. rubles FOB) ** 
Ruble Trade Balance (mill. rubles FOB) ** 


Convertible Currency Exports (mill. $ FOB) ** 
Convertible Currency Imports (mill. $ FOB) ** 
Convertible Currency Trade Balance** 


(mill. $ FOB) 


Current Account Balance (mill. $)** 
U.S. Exports to Hungary (mill. $)* 


U.S. Imports from Hungary 


(mill. $)* 


U.S. Trade Balance with Hungary (mill. $)* 


SOURCES : 


Hungarian Statistical Office; 


** National Bank of Hungary 
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3,439 
3,500 
-61 


3,034 
3,452 
-418 


-564 
80 
47 

+33 


1979 
+1.4 
+2.8 


1978 
25.7 
2:2 
10.0 
4.3 
1.2 
601 
560 
298 
4.2 
839 


10.70 
10.0 


3,682 
4,063 
-381 


4,056 
4,466 
-410 


3,341 
4,267 
-926 


4,429 
4,520 
= 92 


-1,186 
98 

68 

+30 


-555 
78 

112 

-34 
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SUMMARY 


A year of slow growth and of economic adjustment in Hungary, in 1979 
followed record trade deficits in 1978. The slow growth was 

largely deliberate, as the government tightened macroeconomic policy 
tools to reduce internal demand and encourage exports, especially 
to convertible currency markets. These policies succeeded in 
sharply improving the convertible currency-trade balance. 


The emphasis in 1980 remains on strengthening the internal and 
external balance of the economy, and promoting modernization and 
restructuring of industry to lay a sounder basis for the new Five- 
Year Plan which will begin in 1981. Tight credit and other 
measures are designed to keep the level of investment spending 
below 1979 levels and to keep personal incomes roughly stable, 
while efforts continue to further decrease the current account 
deficit. With these short-term efforts, the Hungarian Government 
has simultaneously instituted a number of more fundamental changes 
designed to reinvigorate the decentralizing and rationalizing 
reforms introduced in 1968 (known as the New Economic Mechanism, 
or NEM). Highly subsidized basic consumer prices were raised in 
July 1979. Major changes in the producer price system, the tax 
structure, and other economic regulators were introduced on 
January 1, 1980. These changes are designed to make enterprises 
more aware of and responsive to world market prices and forces. 


Imports will grow only slowly in 1980, after no growth in 1979, 
but Hungary remains a promising and largely unexploited market for 
American exporters. This is an important time for. marketing efforts 
aimed at placing traders in a good position for the next Five-Year 
Plan period, as planners are now identifying major areas of 
concentration and investment for the period through 1985. The 
competitive situation of American goods improved following the 
conclusion in 1978 of the U.S.-Hungarian Trade Agreement, which 
mutually extended Most-Favored-Nation (MFN) tariff treatment and 
made other provisions for broadening commercial ties. Hungarian 
firms, with official encouragement, are now more interested in 
working with American firms. With patience and careful 
development, American firms can find interesting trade 
possibilities with the $4 billion per year Hungarian market. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Overview 


Hungary, in terms of overall economic development, is in the 
middle of the Eastern European countries, behind Czechoslovakia 
and the German Democratic Republic. Under economic reform 
measures introduced in 1968, however, enterprise initiative 
and flexibility are encouraged and the quality of life and 
relative availability of consumer goods have improved greatly. 
Internal inefficiencies endemic to centrally-planned economies 
persist, and help explain the deterioration in Hungary's 
foreign trade balance in 1976-78, but major steps introduced 
in 1979 and especially at the beginning of 1980 are designed 
to force Hungarian enterprises to be more responsive to world 
market forces. Sweeping changes in the price system and 
simplification of the tax structure make enterprises more 
subject to world market prices; at the same time, changes in 
labor codes and in other regulations give enterprises new 
scope to adapt their production structure and work methods. 
These measures and parallel steps to deflate the eco nom a 
hold down domestic investment and consumption are po Weicatty 


difficult, but have the full support of the Hungarian leader- 
ship. 


Although Hungary has a poor raw materials base, the leader- 
ship has recognized the country's historical strength as an 
agricultural supplier and has provided capital and encourage- 
ment for the development of this sector. Heavy dependence 

on imports for energy supplies and raw materials has led to 
deteriorating terms of trade with both the West and the 
Soviet Union (principal supplier of raw materials). Hungary 
is a member of the Council for Mutual Economic Assistance 
(CMEA) and much of the economy is oriented towards trade with 
the Soviet Union and the communist states of Eastern Europe, 
but the proportion of trade conducted in convertible cur- 
rencies has now risen to 50 percent, and Hungary will 
continue to rely heavily on trade with the noncommunist world 
for both modern equipment and increasing raw material and 
energy needs. Hungary has a stable population and labor 
supply, so that economic growth must come entirely from in- 
creased productivity. 





The 1980 Plan stresses economic restructuring and reduction 

of the convertible currency trade deficit. National income 

is expected to grow by only 3-3.5 percent, and domestic 
utilization (investment and consumption) should show no real 
growth. Industrial output should rise by 3.5-4 percent, and 
agricultural production should increase by more than 5 percent 
after disappointing 1979 results. 


The preparation of the Sixth Five-Year Plan, for the years 
1981-85, is now underway. The Five Year Plans are important 
in determining areas of emphasis in investment and output. 
Preliminary indications are that growth targets will be more 
modest than in the past, with targeted economic growth of 
only about 3 percent per year. While specific projects have 
not yet been approved, the Plan will give greater emphasis 

to development of domestic energy and raw material resources. 
In the energy field, there will be continued heavy investments 
to exploit Hungary's extensive but generally low-quality coal 
deposits, and efforts to acquire technology for deep drilling 
and secondary recovery techniques for Hungary's limited oil 
and gas deposits. Hungary's first nuclear reactor should be 
completed in late 1980, and will be expanded by the addition 
of three more 440 megawatt reactor blocks by 1985; nuclear 
equipment will come primarily from other CMEA countries, but 
there may be trade opportunities for safety equipment and 
other peripheral systems. A new aluminum smelter and other 
up-stream aluminum processing facilities will be built to 
take advantage of domestic bauxite deposits, and Hungary may 
‘begin exploitation of rich but hard to extract copper deposits. 
Industrial development will be characterized by fewer large 
new projects, and general interest in modernizing plant and 
equipment to conserve energy and raw materials and increase 
domestic value-added. Sectors of high development priority 
will include chemicals and pharmaceuticals, electronics, and 
engineering (selected machine tools, busses, and automotive 
components). There will be continued interest in expanding 
the food processing industry. Construction and other infra- 
structure development will not expand greatly, but there is 

a continuing need for modern equipment and technologies in 
the face of tight labor availability. 


Agriculture 


1979 was a disappointing year in the important agricultural 
sector, primarily because poor early weather conditions 





reduced the winter wheat crop and other early crops. Wheat 
production fell from 5.7 million tons in 1978 to 3.7 in 1979; 
replanting of fields from wheat to corn raised the corn crop 
from 6.6 to 7.4 million tons, but failed to offset the losses 
in wheat. Total grain production fell from 13.3 million tons 
in 1978 to 12.1 million in 1979. Results in other crops were 
mixed: sugar beets, potatoes, and fruit production were down, 
while sunflowers and grapes were up, and vegetable results were 
mixed. Both stocks and output of animals increased, roughly 
offsetting the crop shortfall and leaving agricultural pro- 
duction overall at the 1978 level. 


The 5-5.5 percent planned growth in agricultural output in 

1980 assumes a rebound from the poor 1979 grain crop. Weather 
conditions to date have been favorable, and the wheat crop 
should be good. 


Industry and Construction 


Overall industrial output in 1979 increased by 2.8 percent 

-- less than the planned 4 percent. Increases came primarily 
in chemicals, in building materials, in the machine industry, 
and in food processing. Metallurgy and light industry show- 
ed little or no growth. The official report for the year 
criticized problems in raw materials availability and in co- 
operation between enterprises. Since investments did not 
increase in real terms and domestic consumption increased 
only slightly, production for export showed significant 
growth. 


Leveling off.of investments in 1979 and a planned decrease 
in 1980, represent an effort to reduce the investment backlog 
and bring domestic demand for plant and equipment into better 
balance with capacity. Excessive investment demand was a 
major cause of economic imbalance, especially in 1978. 


The outlook for industrial production in 1980 is clouded by 

the adjustments required to the new economic regulations 
introduced at the beginning of the year. Essentially,1980 will 
be a year of adjustment and consolidation, with real increases 
in output again coming only from increased exports. Output 

in the first quarter was actually below the first quarter of 
1979, but production seemed to be strengthening by March and 
April. There will be virtually no new major investment projects 
in 1980, and the investment and construction backlog should 

be reduced significantly by the end of the year. 





Foreign Trade and Tourism 


A deteriorating trade balance from 1976-78, especially in trade with 
the West, was the primary reason for the austere internal policies 
of 1979 and 1980. The trade sector was the brightest spot in the 
1979 results. Total imports in 1979 grew only 2.6 percent, while 
exports increased by 17.2 percent. The sharpest improvement came 
in trade conducted in convertible currencies, as imports showed no 
increase and exports increased by 26.4 percent. As a result, the 
convertible currency trade deficit dropped from $1.2 billion to 
$555 million. The deficit in ruble-denominated intra-CMEA trade 
declined more modestly, from 507 to 451 million rubles. (Trade 
data in this paragraph are based on customs data, at current forint 
prices, and include freight and insurance; trade data in the table 
on page 2 are based on financial settlements, in the stated 
currency, and do not include freight and insurance.) 


Declining terms of trade, particularly due to imported oil and raw 
materials, have been a major problem for Hungary. Hungarian 
economists estimate that Hungary has suffered more than 20 percent 
terms of trade deterioration in convertible currency trade since 
1972, and a deterioration of some 17 percent in ruble trade. The 
deterioration in convertible currency terms of trade came largely 

in 1973-75, while the ruble deterioration has been more gradual, as 
world prices have been reflected in CMEA prices only with a lag 

due to the CMEA pricing system. Efforts to protect the internal 
economy from sudden price changes in the mid-1970's; tended to 
perpetuate wasteful use of energy and raw materials. The effort to 
make internal prices more directly reflect world price relationships, 
through the price system modifications introduced at the beginning 
of 1980, is designed to force more rational patterns on Hungarian 
industry. Slow growth policies and controls on new investment 
succeeded in holding down import demand in 1979 and the first months 
of 1980. It is now generally accepted by Hungarian planners that the 
growth potential of the small, import dependent Hungarian economy 
depends highly on Hungary's ability to export to world markets. 





The most important recent development in U.S.-Hungarian trade was 
the signing in 1978 of a bilateral trade agreement extending MFN 
tariff treatment. It is expected that the range of goods traded 
between the two countries will widen considerably as a result of 

the Trade Agreement. The Trade Agreement came at a time of import 
austerity for Hungary; according to U.S. Government statistics, 

U.S. exports to Hungary in 1979 actually fell $20 million. This 
reported decline came entirely in traditional exports of 
agricultural products, while chemical and manufactured exports 
increased somewhat. It is interesting that Hungary reported imports 
from the United States of twice the amount shown in U.S. statistics, 
suggesting that many sales of U.S. goods move through European 
subsidiaries or agents of U.S. firms rather than being sold directly. 
Major American exports to Hungary in 1979 included: soybean cake 

and meal, concentrated superphosphates, cattle hides, tractor and 
agricultural machinery parts, and glass rods and tubing. Major 
imports from Hungary included: canned ham, axles and household light 
bulbs, cement, cheese, and pharmaceuticals. 


The total number of tourists (persons staying more than 24 hours) 
visiting Hungary declined slightly in 1979 to 9.8 million, but the 
number of visitors from noncommunist countries increased to 1.3 
million. A similar tendency was evident in Hungarian travel abroad: 
total foreign travel was down, but remained over 400,000. Both 
gross and net receipts of convertible currencies grew, with net 
income doubling to $72 million. Construction of several new hotels 
was begun in 1979 and early 1980; tourism should be a growing 
source of hard currency earnings. 


IMPLICATIONS FOR THE UNITED STATES * 


The short-term business outlock in Hungary is mixed. Although 

1980 will be a year of slow import growth, the competitiveness of 
American goods has been much improved by the United States- 
Hungarian Trade Agreement and American firms should be able to 
increase their share of the Hungarian market. This is also an 
important time for American firms to establish contacts and 
position themselves for renewed import growth which will come with 
the beginning of the new Five*Year Plan in 1981. The Hungarian 
Government remains committed to an ambitious long-term program of 
economic modernization and to a continued development of commercial 
ties with all nations regardless of political system. The Hungarian 
Government is encouraging efforts to expand ties beyond traditional 
market partners. 
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Hungary's economy will grow more slowly in the next five 
years than in the recent past, and import growth will also 
be slower. The economic retrenchment of 1979 and 1980 is 
laying a firm basis for future development, however, and 
Hungary will continue to be an interesting trading partner. 
While Hungary's foreign debt has grown considerably in the 
past five years, Hungary retains an excellent reputation 
in Western financial markets and should have little dif- 
ficulty in continuing to finance debt obligations. 


The signing of the U.S.-Hungarian Trade Agreement has open- 
ed new opportunities for bilateral trade. Hungarian firms, 
with the encouragement ef the Hungarian Government, are 
taking advantage of the new Most Favored Nation tariff status 
by increasing participation in trade fairs and other pro- 
motional activities in the United States, while American 
products -- capital goods in particular -- are now much more 
competitive in Hungary. Bilateral trade should increase 
steadily as the effects of the Trade Agreement become ef- 
fective. 


In 198C, agricultural and high-technology items will con- 
tinue to account for the bulk of U.S. exports to Hungary. 
Relative to previous years, the percentage of machinery items 
in total U.S. exports should increase. Items with good sales 
potential include machinery for the. production of telecom- 
munications equipment, integrated circuit production tech- 
nology, computers, selected agricultural equipment, food 
processing equipment, pesticides, herbicides, precision equip- 
ment for the application of agricultural .chemicals, 
pharmaceuticals, petrochemicals production technology, and 
pollution ceyntrol equipment. Significant bilateral trade in 
items such as computers or integrated circuit technology is 
often affected by export control restrictions. U.S. 
manufacturers of this equipment should consult with the U.S. 
Department of Commerce for information on export licensing 
requirements. Hungary welcomes proposals for cooperation 
arrangements with Western firms manufacturing the above 
equipment. : 


Doing Business in Hungary 


New-to-market firms should have patience and expect delays 
in having their products and companies accepted. In general, 
as with most businessmen, Hungarians prefer to deal with 





familiar firms and faces. U.S. companies should be pre- 
pared to explore new ways of doing business beyond tradi- 
tional buying and selling, barter, and single-shot com- 
mission work. As defined by Hungarians, cooperation in- 
cludes (but is not limited to): long-term contracts for 
commission work; joint manufacture of parts or products; 
joint sales in third markets; joint research and develop- 
ment; and the provision by one partner of machinery, tech- 
nology and know-how, in return for production and raw 
material inputs. The one essential element is collabora- 
tion for a long period of time, in which both parties 
undertake obligations. 


Hungary's joint venture laws permit majority ownership 

by the foreign partner in the servicing and financial 
fields and allow joint venture companies to actually enter 
into production in Hungary. While at the present time 
there are only a handful of joint ventures, it is evident 
that this form of business is welcomed by Hungarian 
authorities if it meets a particular need. 


There have been several signs that Hungary is interested 
in increasing its economic and commercial cooperation with 
the West in general, and the United States in particular. 
Among these are the payment by Hungary in late 1976 of all 
debt arrearages due to the U.S. Government (thus removing 
the Johnson Act restrictions against Hungarian borrowing in 
American capital markets), modification of the joint 
venture law, permission for the establishment of U.S. 
representative commercial offices, and a systematic market- 
ing drive by Hungarian commercial authorities in various 
cities throughout the U.S. 


The names and addresses of appropriate Hungarian agencies 
dealing in foreign trade are readily available in the U.S. 
Department of Commerce, any of its field offices, or the 
U.S. Embassy in Budapest. American businessmen are 

urged to contact any of the above to explore in detail 
doing business in Hungary. 


* U. S, GOVERNMENT PRINTING OFFICE: 1980—311-056/302 
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